University of New Mexico

UNM Digital Repository
NotiSur

Latin America Digital Beat (LADB)

4-21-1994

Peru Negotiates Commercial Debt, Seeks Aid from
Multilateral Institutions
LADB Staff

Follow this and additional works at: https://digitalrepository.unm.edu/notisur
Recommended Citation
LADB Staff. "Peru Negotiates Commercial Debt, Seeks Aid from Multilateral Institutions." (1994).
https://digitalrepository.unm.edu/notisur/11452

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in NotiSur by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 56845
ISSN: 1060-4189

Peru Negotiates Commercial Debt, Seeks Aid from
Multilateral Institutions
by LADB Staff
Category/Department: Peru
Published: 1994-04-21
President Alberto Fujimori's administration continues to negotiate with foreign commercial
creditors to restructure payment terms on about US$6.3 billion in loans in arrears. Although the
debt negotiations will probably not be concluded until 1995, the government's effort to improve its
standing in the international financial community has already attracted an array of new loans and
donations from both multilateral and bilateral sources. In late 1993, the Fujimori administration
opened negotiations with some 240 foreign banks to restructure payments on Peru's foreign
commercial debt.
Peru has been in arrears on its total foreign debt since the mid-1980s, when former president Alan
Garcia (1985-1990) declared a moratorium on payments, arguing that debt servicing was causing
undue suffering to the population. In early 1993, the Fujimori administration renegotiated its
debt in arrears with multilateral lending institutions, and reached separate agreements with the
Paris Club of creditor governments. Nevertheless, outstanding debt to foreign commercial banks
remained an important stumbling block in the government's efforts to improve its standing in the
international financial community. Thus, in November the government initiated a round of talks
with representatives of the foreign banks.
Although details of the negotiations must yet be made public, the government has reportedly
proposed two methods to restructure the debt. On the one hand, the government plans to simply
buy back 30% of the US$6.3 billion owed, paying international commercial rates on that portion of
the debt. Thus, Peru would repurchase about US$1.890 billion, but would only pay about US$1.134
billion, since at present Peru's debt is only worth about 60% of its face value. On the other hand, the
remaining US$4.41 billion, or 70% of the total commercial debt, would be renegotiated under terms
of the so-called "Brady Plan," named after its author Nicholas Brady, US treasury secretary during
the administration of former president George Bush.
Apparently, Peru is requesting that foreign creditors convert most of the remaining debt into
"discount bonds," which are a provision of the Brady Plan. Discount bonds automatically reduce
the total amount owed by 35%, since those notes are only equal to 65% of the value of the original
debt. To get the creditors to accept the discount bonds, the government would immediately pay
them about US$150 million in principal and US$189 million in interest in arrears. All told, between
the debt repurchasing and the discount bond conversion, the government would pay out about US
$1.473 billion to restructure the entire foreign commercial debt. The government plans to finance the
cost of debt restructuring through earnings from the privatization of state firms.
Peru's Special Privatization Committee (Comite Especial de Privatizacion, CEPRI) estimates that
the government will earn more than US$3 billion this year from the sale of state enterprises (see
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 4

LADB Article Id: 56845
ISSN: 1060-4189

Chronicle 03/31/94). In fact, the government's decision in late 1993 to allow debt-equity swaps for up
to 90% of the value of public firms offered for sale should help facilitate the accord with commercial
creditors. Moreover, on April 12, President Fujimori said that, in addition to using privatization
earnings to restructure debt in arrears, the government would also channel some income into
payments on portions of the debt that have yet to come due. Fujimori said the government planned
to make about US$200 million in "pre-payments" on high-interest bearing loans contracted in the
1980s, which in the long run would represent substantial savings for Peru.
Meanwhile, although a final accord on the commercial debt is still a long way off, the government's
efforts to restructure the foreign debt have already generated a hefty flow of new loans, donations,
and technical assistance from multilateral and bilateral sources. Following is a partial list of new
assistance that has either been received by the government since January, or is now in the pipeline:
In April, the Inter-American Development Bank (IDB) announced that it would provide US$400
million in aid in 1994, including US$100 million for anti-poverty programs, to be channelled through
the government's Social Compensation and Development Fund (Fondo Nacional de Compensacion
y Desarrollo Social, FONCODES). Among other things, the IDB loans will help finance potable
water and sewage construction projects, as well as health, education, and environmental clean up
programs.
* The World Bank announced three new loans worth a total of US$284 million: US$100 million for
anti-poverty programs managed by FONCODES, US$150 million for infrastructure development,
and US$34 million for health projects. * The Andean Development Corporation (Corporacion
Andina de Fomento, CAF) has promised US$165 million for highway repairs and construction,
and for a line of credit to help capitalize new private pension funds, since the government is in the
process of privatizing the social security system.
* The Bank of China has promised US$40 million for health and education projects, the purchase of
agricultural and industrial machinery, and highway construction.
* The US Agency for International Development (AID) has approved a US$60 million loan as part of
a joint project with the IDB to construct 3,000 health clinics around the country. In addition, AID will
donate US$18 million for agriculture development projects to increase food production in poor rural
communities.
* France has promised US$13.5 million (US$3.5 million for 1994 and US$10 million for 1995) to
promote French investment in the country, as well as trade between the two nations. * The German
government has promised US$38 million to support a World Bank program to reconstruct roads and
other transportation infrastructure.
* The Japanese government and Japan's EXIMBANK have promised a total of US$200 million to
finance the construction of power lines throughout the country. An estimated 45% of Peru's 25
million population lacks electricity. In addition to loans and donations, the government also says
that international technical assistance for Peru is rapidly expanding. Ichii Ito, executive secretary of
the government office for international technical cooperation, says that in 1994 technical assistance
to Peru will amount to more than US$500 million, representing a three-fold increase compared
with 1990, the year President Fujimori took office. The increase in aid has been accompanied by
several visits from delegations representing the multilateral lending organizations. In January, eight
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executive directors of the IDB visited Peru to evaluate projects funded by that institution, and to
review future aid proposals.
A special World Bank representative also visited Peru in February and said that bank officials now
plan to visit the country every three to four months to check on the progress of World Bank-funded
health and education programs. And, in March, the IMF made a three-week visit to evaluate the
government's fiscal and monetary policies as a precondition to accepting a new letter of intent by
the Fujimori administration.
The flow of new aid and cooperation reflects the Fujimori administration's success in breaking the
country's international isolation since the beginning of 1993. In addition to the legacy of the debt
moratorium under the Garcia government, Peru's credit standing was further complicated in April
1992 when President Fujimori dissolved Congress and began a period of government by decree.
But political developments since last year have improved the government's image abroad. Such
measures include municipal elections held in January 1993 and a referendum to approve a new
constitution in October.
In addition, the government's success in controlling the guerrilla organization Sendero Luminoso
has improved the country's investment climate and encouraged foreign governments and lending
institutions to renew aid programs. In February, for example, the US government announced that
it would finally release US$30 million of a US$105 million aid package for Peru that it had frozen
following the 1992 coup d'etat. In the wake of the coup, the US and many other foreign governments
had cut off aid to the country, temporarily dissolving a Support Group of "friendly" governments
that had previously been set up to help in Peru's economic recovery.
Still, while the flow of new loans and donations is politically sound for the government, it remains
to be seen how much of the incoming aid will be spent on efforts to alleviate mushrooming poverty
in Peru. The government says that much of the multilateral assistance will be specifically channelled
into social development programs to offset the effects of the Fujimori government's structural
adjustment programs on lower income groups. But while officials recognize the need to buffer the
impact of austerity on the poor, they also warn that the government will not finance social programs
through deficit spending.
"We would like to spend even more to alleviate the recessive situation caused by the structural
adjustment program, which we implemented to roll back inflation," said Economy Minister Jorge
Camet. "We cannot do that, however, because we would risk igniting inflation again." Thus, the
government's promise to increase development assistance to the poor will largely depend on
the generosity of the multilateral organizations in approving increased funding for anti-poverty
programs. But negotiations with some of those institutions will likely prove an uphill battle. In
March, for instance, the IMF began a review of poverty levels in Peru to determine how much of the
government's proceeds from privatization this year should be channelled into social development.
According to Jorge Camet, in its preliminary assessment the IMF team agreed that such spending
should increase from the original IMF proposal of US$300 million in 1994 to US$450 million, but that
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is still substantially below the US$650 million the Fujimori administration asked to spend this year
in its letter of intent to the Fund.

-- End --
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